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Board of Directors
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Jackson, MS 39225-3027

601.948.6700
Fax 601.948.6000
WWW.ST-Cpa.com

Independent Auditors’ Report

We have audited the accompanying statements of financial condition of Ballew
Investments, Inc. (a 100% owned subsidiary of Security Ballew, Inc.) as of December 31, 2001
and 2000, and the related statements of operations, changes in stockholder’s equity and cash
flows for the year and 15 month period then ended, respectively, that you are filing pursuant to
Rule 17a-5 under the Securities Exchange Act of 1934. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Ballew Investments, Inc. at December 31, 2001 and 2000, and
the results of its operations and its cash flows for the year and 15 month period then ended,
respectively, in conformity with accounting principles generally accepted in the United States of
America.

Our audits were made for the purpose of forming an opinion on the financial statements
taken as a whole. The 2001 and 2000 information contained in Schedules I and I is presented
for purposes of additional analysis and is not a required part of the basic financial statements, but
is supplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934,
Such information has been subjected to the auditing procedures applied in our audits of the
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

M}M%W

February 5, 2002
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BALLEW INVESTMENTS, INC.
STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2001 AND 2000

ASSETS
2001 2000
Cash § 43,881 $ 119,016
Commissions receivable 2,523 215,017
Due from affiliate - Note 4 57,905 -
$ 104,309 $ 334,033
LIABILITIES AND STOCKHOLDER'S EQUITY
LIABILITIES:
Accounts payable and accrued expenses $§ 6,192 $ 69,934
Accounts payable - affiliate - 56,048
6,192 125,982
STOCKHOLDER'S EQUITY:
Common Stock, $.01 par value:
Authorized - 1,000,000 shares
Issued and outstanding - 10,000 shares 100 100
Additional paid-in capital 59,900 59,900
Retained earnings 38,117 148,051
98,117 208,051
$ 104,309 $ 334,033

See accompanying Notes to Financial Statements.




BALLEW INVESTMENTS, INC.
STATEMENTS OF OPERATIONS

YEAR ENDED DECEMBER 31, 2001 AND
15 MONTH PERIOD ENDED DECEMBER 31, 2000

2001 2000
REVENUES:
Commission and fee income $ 801,231 $ 1,475,691
Interest income 1,632 2,914
Other 44,775 30,598
847,638 1,509,203
EXPENSES - Note 3:
Commissions 908,131 1,131,261
General and administrative 107,346 157,062
1,015,477 1,288,323
NET INCOME (LOSS) BEFORE TAXES (167,839) 220,880
INCOME TAX EXPENSE (BENEFIT) - Note 4 (57,905) 56,048
NET INCOME (LOSS) $ (109,934) $ 164,832

See accompanying Notes to Financial Statements.




BALLEW INVESTMENTS, INC.
STATEMENTS OF CHANGES IN STOCKHOLDER'S EQUITY

YEAR ENDED DECEMBER 31, 2001 AND
15 MONTH PERIOD ENDED DECEMBER 31, 2000

Additional Retained Total
Common Paid-in Earnings Stockholder's
Stock Capital (Deficit) Equity
Balance at September 30, 1999 $ 100 $ 59,900 $ (16,781) $§ 43219
Net income for the 15 month period
ended December 31, 2000 - - 164,832 164,832
Balance at December 31, 2000 100 59,900 148,051 208,051
Net loss for the year ended
December 31, 2001 - - (109,934) (109,934)
Balance at December 31, 2001 $ 100 $ 59,900 $ 38,117 $ 98,117

See accompanying Notes to Financial Statements.




BALLEW INVESTMENTS, INC.
STATEMENTS OF CASH FLOWS

YEAR ENDED DECEMBER 31, 2001 AND
15 MONTH PERIOD ENDED DECEMBER 31, 2000

2001 2000
CASH FLOWS PROVIDED BY (USED IN) OPERATING ACTIVITIES:
Net income (loss) $(109,934) § 164,832
Adjustments to reconcile net income (loss) to net cash used in
operating activities:
Changes in operating assets and liabilities:
(Increase) decrease in commissions receivable 212,494 (213,477)
(Increase) decrease in due from affiliate (57,905) -
(Increase) decrease in prepaid income taxes - 549
(Increase) decrease in prepaid expenses - 8,229
Increase (decrease) in accounts payable and
accrued expenses (119,790) 114,310
CASH FLOWS PROVIDED BY (USED IN) OPERATING ACTIVITIES (75,135) 74,443
NET INCREASE (DECREASE) IN CASH (75,135) 74,443
CASH, BEGINNING OF PERIOD 119,016 44 573
CASH, END OF PERIOD $ 43881 $ 119,016

Supplemental Information:
Cash paid for income taxes $ 56,048

See accompanying Notes to Financial Statements.




BALLEW INVESTMENTS, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business and Ownership

Ballew Investments, Inc. (the Company) is a broker-dealer registered with the Securities
and Exchange Commission (SEC) and is a member of the National Association of Securities
Dealers, Inc. (NASD). The Company is located in Jackson, Mississippi and engages primarily in
the business of selling variable life insurance and annuity products, mutual funds and securities
traded on the NASDAQ. The Company has clients throughout the United States, the majority of
which are located in the South and Southeast.

The Company is a wholly-owned subsidiary of Security Ballew, Inc. (Security Ballew).
Security Ballew is a wholly-owned subsidiary of Highland Capital Holding Corporation located
in Birmingham, Alabama.

Recognition of Commission and Fee Income

Commission income and underwriting fees on variable life insurance and annuity
products are recognized as revenues when due from the policy issuer. Commission income on
securities transactions is recognized on the trade date.

Subordinated Borrowings

The Company had no borrowings under subordination agreements at December 31, 2001
and 2000.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires Management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

NOTE 2 - NET CAPITAL REQUIREMENT

The Company is subject to the SEC Uniform Net Capital Rule (SEC Rule 15¢3-1) which
requires the maintenance of minimum net capital and requires that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1. Net capital and aggregate




NOTE 2 - NET CAPITAL REQUIREMENT (CONTINUED)

indebtedness change from day to day. At December 31, 2001 and 2000, the Company’s
aggregate indebtedness to net capital was .164 to 1 and .606 to 1, respectively.

The net capital requirement at December 31, 2001 and 2000, follow:

2001 2000
Minimum net capital required - greater of $5,000
or 6.67% of aggregate indebtedness $ 5.000 $ 8403
Net capital computed using regulatory agency
requirements $ 37.689 $ 208,051
Excess net capital $ 32,689 $ 199,648

NOTE 3 - RELATED PARTY TRANSACTIONS

The Company paid commissions and bonuses totaling $908,131 and $1,131,261,
respectively, for the year ended December 31, 2001 and the 15 month period ended December
31, 2000, to its representatives who are officers of Security Ballew. The amount of commissions
and bonuses paid was determined by the management of Security Ballew, who has the ability to
affect the results of operations of the Company.

Management and certain administrative services were provided by Security Ballew’s
officers and employees at no cost to the Company. The costs of certain employee benefits and
office space were also absorbed by Security Ballew. Due to the mutually beneficial relationship
of the Companies, Management believes it is not practicable to quantify the value of the services.

NOTE 4 - INCOME TAXES

The Company, for income tax purposes, is included in the consolidated tax return of
Highland Capital Holding Corporation. For financial statement purposes, the Company
computes its income tax by applying the statutory rate to its pretax income reported in the
financial statements (separate return method).

The Company utilized net operating loss carryovers of approximately $48,000 to offset
taxable income during the 15 month period ended December 31, 2000. The provision for income
taxes, which is currently payable or (receivable), consists of the following:




NOTE 4 - INCOME TAXES (CONTINUED)

Federal
State

10

2001

$ (49,554)
(8.351)

S (57,905)

2000

$ 47,531
8,517

56,048
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BALLEW INVESTMENTS, INC.

SCHEDULE I - COMPUTATION OF NET CAPITAL REQUIREMENT
UNDER SEC RULE 15¢3-1

DECEMBER 31, 2001 AND 2000

2001 2000
NET CAPITAL:
Total stockholder’s equity from statements of financial
condition $ 98,117 $208,051
Deduction for nonallowable assets:
12b-1 fees receivable (2,523) -
Due from affiliate (57.905) -
Net capital $ 37.689 $208,051
AGGREGATE INDEBTEDNESS:
Total aggregate indebtedness from statements of
financial condition $ 6,192 $125,982
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT:
Minimum net capital required - greater of $5,000 or 6.67%
of aggregate indebtedness $ 5,000 $ 8403
EXCESS NET CAPITAL 3 32.689 $199,648
RATIO: AGGREGATE INDEBTEDNESS TO NET CAPITAL 164 to 1 606 to 1

There are no material differences between the above computations and Ballew Investments,
Inc.’s corresponding unaudited Form X-17A-5 Part [IA filing.
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BALLEW INVESTMENTS, INC.

SCHEDULE II - COMPUTATION FOR THE DETERMINATION
OF THE RESERVE REQUIREMENTS UNDER SEC
RULE 15¢3-3 AND INFORMATION RELATING TO

POSSESSION OR CONTROL REQUIREMENTS UNDER
SEC RULE 15¢3-3

YEAR ENDED DECEMBER 31, 2001 AND
15 MONTH PERIOD ENDED DECEMBER 31, 2000

EXEMPTION UNDER SECTION (k)(2)(i1)) HAS BEEN CLAIMED

The Company is not required to file the above schedules as it has claimed exemption
from Securities and Exchange Commission Rule 15¢3-3 under Paragraph (k)(2)(ii) of the rule, as
the broker-dealer is an introducing broker-dealer who clears all transactions on a fully-disclosed
basis through a clearing broker-dealer and promptly transmits all customer funds and securities to
the clearing firm which carries all the customer accounts and maintains the appropriate books
and records.

12




lSmith,Turner fSiReeves

l A Professional Association of Certified Public Accountants and Consultants

Jackson ¢ Oxford

AmSouth Building
200 East Capitol Street
Suite 100 (39201-2200)

.
Box 23027
Jackson, MS 39225-3027

*
601.948.6700
Fax 601.948.6000
WWW.S(I-Ccpa.com

Board of Directors
Ballew Investments, Inc.
Jackson, Mississippi

Independent Auditors’ Report on Internal
Accounting Required by SEC Rule 17a-5

In planning and performing our audit of the financial statements and supplemental
schedules of Ballew Investments, Inc. (the Company), for the year ended December 31, 2001, we
considered its internal control, including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC),
we have made a study of the practices and procedures followed by the Company, including tests
of such practices and procedures that we considered relevant to the objectives stated in Rule 17a-
5(g) in making the periodic computations of aggregate indebtedness (or aggregate debits) and net
capital under Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions
of Rule 15¢3-3. Because the Company does not carry securities accounts for customers or
perform custodial functions relating to customer securities, we did not review the practices and
procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications and comparisons.

2. - Recordation of differences required by Rule 17a-13.

3. Complying with the requirements for prompt payment for securities under Section 8
of Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
System.

The Management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by Management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to

13




achieve the SEC’s above mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide Management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with
Management’s authorization and recorded properly to permit the preparation of financial
statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred
to above, error or fraud may occur and not be detected. Also, projection of any evaluation of
them to future periods is subject to the risk that they may become inadequate because of changes
in conditions or that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American Institute
of Certified Public Accountants. A material weakness is a condition in which the design or
operation of the specific internal control components does not reduce to a relatively low level the
risk that error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. However, we noted no matters involving internal
control, including control activities for safeguarding securities, that we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in
the second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company’s practices and procedures were adequate at December 31, 2001, to meet the SEC’s
objectives.

This report is intended solely for the information and use of the Board of Directors,
Management, the SEC and other regulatory agencies that rely on Rule 17a-5(g) under the

Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not
intended to be and should not be used by anyone other than these specified parties.

M{M%W

February 5, 2002
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